This paper examines whether there is evidence of an inter-firm value in the returns of Qatar firms. The long-term return contrarian and book-to-market strategies are approaches commonly used to test for value effect. This study documents statistically significant abnormal profits of an inter-firm value effect with two measures. The long-term return contrarian and BE/ME strategies provide significant abnormal raw returns of 1.17% and 1.64% per month, respectively. Although each of the value strategies earns significant unadjusted profits, these profits can be explained by the Fama-French three-factor model.
Introduction
In an important paper, Asness, Moskowitz and Pedersen (2013) study value (and momentum) strategy returns for global stocks, equity indices, currencies, government bonds and commodities. They find evidence of value and momentum effects in each asset class. Other studies have produced mixed evidence regarding the existence of an inter-industry value effect. Chou, Ho, and Ko (2012) state that the book-to-market effect in the U.S. equity market is basically an intra-industry phenomenon. In this paper, the question of whether there is a value effect across Qatar firms.
This study conducts investigation using two alternative measures for determining value. The first value measure is the firm's book-to market (BE/ME) ratio: as for stocks, firms with high BM ratios are regarded as 'value' while those with low BM ratios are regarded as 'growth'. Following the approach used by Asness et al. (2013) to determine value for currencies and bonds, the second measure (contrarian) is based on long-term past returns. Value firms are those with poor long-term past returns whereas growth firms have high long-term past returns. Following the previous studies, this paper similarly uses 36, 48 and 60-month when applying the long-term past returns.
In this paper we consider whether there is a value effect at the level of Qatar stock market. Although the predictability of stock returns are broadly examined in developed stock markets, the emerging market, especially gulf countries are not investigated, therefore, Qatar remains awaiting such investigations. The main finding provided in this paper is that there is strong evidence of an inter-firm value effect in the Qatar equity market consistent across the two value measures. Although each of the value strategies earns significant unadjusted profits, these profits can be explained by the Fama-French three-factor model.
The reminder of this paper is organized as follows. The next section discusses the literature review for the value effect. Section 3 describes the data and portfolio formation used in this paper. Section 4 presents the main empirical results. A summary and conclusion are in Section 5.
Literature Review
The value effect, originally described by Stattman (1980) that reports a positive relationship between book-to-market ratios and subsequent abnormal returns. Firms with high book-to-market ratios produce average returns that are higher than can be justified by the CAPM, and firms with low book-to-market ratios produce average returns that are lower than can be justified by the CAPM. This effect is known as the book-to-market effect or value anomaly.
and Vishny (1994) provided evidence that stocks with high BE/ME ratios have higher average returns than growth stocks, which have low BE/ME ratios. More recently, Zhang (2008) showed that the book-to-market effect has strengthened in recent years, while Fama and French (2008) report that the book-to-market effect is present in many international markets.
The three-factor model of Fama and French (1993) has attracted the attention of many academic researchers and practitioners, as it showed that the CAPM does not provide an adequate explanation of realized returns. Using Fama and French's (1993) procedure to construct risk factors, Simlai (2009) re-examined whether the size and book-to-market factors are related to the performance of portfolio returns. Simlai (2009) showed that the size and book-to-market ratios play an important role in explaining the variation in stock returns over the period from July 1926 to June 2007. Simlai (2009) found that the common risk factors' effect in interpreting the time series variation in the size and book-to-market sorted portfolios, can be substantially improved by volatility persistence. Lakonishok et al. (1994) (LSV) investigated the relative performance of value strategies and found that they outperform the market. In their study, the information on past growth in cash flow, sales and earnings was used to measure past performance, while multiples of price to current earnings and cash flow were used to measure expected performance. Their finding supported the result of Fama and French (1992) that value strategies provide high returns but they provided a different reason. Whilst Fama and French (1992) sought to explain the profitability of value strategies by arguing that these strategies were fundamentally riskier, Lakonishok et al. (1994) regard their profitability as being the result of stock mispricings by other investors.
Investigating portfolio returns in the Australian stock market, Kassimatis (2008) analysed whether firm size, book-to-market and momentum risk factors have an explanatory effect. The CAPM and four-factor model were compared to show that size, book-to-market and momentum factors have significant explanatory power when taking into consideration the time variation in factor loading. Kassimatis (2008) proposed that additional factors may proxy for misspecified market risk. He showed that realized returns can be significantly explained by the return of SMB, HML and WML (winners minus losers) arbitrage portfolios. The study provided clear evidence that the CAPM estimated based on static OLS is not sufficient to explain expected returns because beta is assumed to be constant during the period investigated. Chen (2011) examined the reason why the book-to-market effect increased in small stocks and decreased in large stocks. A fully rational model was built to explain the heterogeneity of the book-to-market effect. The main prediction of the model was that BM plays a stronger role in stocks with short life expectancy. Using the delisting probability as a proxy for the firm's life expectancy, the model's central prediction and its additional implications for stock return and variance have been supported by the data. His analysis found that firms with short life expectations have high idiosyncratic volatility. Dempsey (2010) has examined the role of the BM ratio in the formation of stock returns. He investigated whether the BM ratio should be considered a "risk-based", and not a "mispricing" explanation for share prices in the Australian markets. This research was motivated by the explanation of stock return performance suggested by the Fama and French three-factor model, and used Peterkort and Nielsen's (2005) approach to explain the relationship between the BM variable and stock return. By constructing a sequence of diagnostic tests to distinguish between risk-based and mispricing based, the study confirms the previous results that stock returns are strongly related to the firm's book-to-market equity ratio. In addition, strong evidence suggests that this relationship stems from the BM ratio's absorption of the implication of company leverage as a risk factor. In spite of the distinctive characteristics of the Australian stock market, these results are substantially consistent with the U.S. results of Fama and French (1993) and Peterkort and Nielsen (2005) .
In recent study, Chou, Ko, and Lin (2010) used several tests to investigate the competing explanatory power of Fama and French's (1993) three-factor model and Ferguson and Shockley's (2003) CAPM-based model in interpreting the existing anomalies. Brennan, Chordia and Subrahmanyam's (1998) methodology was used to evaluate the performance of the competing asset-pricing model. Brennan, Chordia and Subrahmanyam (1998) showed that the explanatory power of several company characteristics is still significant even after using Fama and French's (1993) three-factor model and Ferguson and Shockley's (2003) model. Specifically, they showed that the book-to-market premium remains considerably significant concluding that model fully capture the BM anomaly. On the other hand, Chou, Ko and Lin (2010) showed that most asset-pricing anomalies including BM can be explained by a simple conditional version of the augmented five-factor model, confirming the result of Brennan, Chordia and Subrahmanyam (1998) .
The value strategies performed at industry level in this study will support or reject the existing research on the www.ccsenet.org/ijbm International Journal of Business and Management Vol. 11, No. 1; 2016 value effect. Considering the lack of research on the value strategy at firm level in the Qatar stock market, this paper will add to the body of research in the area of return predictability. This research will investigate the use of a number of alternative measures to determine value.
Data and Methodology

Data and Sample Selection
Monthly stock price covering the period of January 2005 to April 2014 had been obtained from Datastream. The sample of this study includes all 40 Qatar firms that have been listed in Qatar stock exchange. The study uses monthly returns, firm size (ME), and the firm book-to-market ratio (BE/ME) for 40 Qatar firms. For the market index, the study uses the monthly returns of the Qatar Stock Exchange (QSE) market of Morgan Stanley Capital International (MSCI) downloaded from Datastream. The study starts from January 2005 since the Datastream is a less comprehensive coverage of QSE stock prior to January 2005. The sample is collected of 112 monthly returns on each firm, on the market index, together with observations on the firm size and firm book-to-market ratio.
Portfolio Formations
This paper uses two alternative measures to determine value for each firm: the firm's BE/ME ratio as well as its 36, 48 and 60-month past returns. To test whether inter-firm value exists, DeBondt and Thaler's (1985) and Fama and French's (1993) methods have been employed. The stock returns are sorted in an ascending order based on both their past J-month formation period returns for J = 36, 48, and 60 months (for the contrarian strategy) and on their past BE/ME ratios (for the value strategy). Based on sorting, four equal-size portfolios are constructed. The first portfolio includes the 25% of firms with the lowest stock returns is the long winner and low BE/ME (denoted LW and LV, respectively), whereas the fourth portfolio includes the 25% of firms with the highest return is the long loser and high BE/ME (denoted LL and HV, respectively).
The zero cost contrarian strategy (LL-LW) is long the long-time loser portfolio and sells the long-time winner portfolio. The zero cost BE/ME strategy (HV-LV) is buying the high BE/ME portfolio and selling the low BE/ME portfolio. Portfolios uphold for K-month holding periods, where K = 1, 3, 6, 9 and 12-month.
This study maintains a 1 year gap between the ending of the J-month formation period and the beginning of the K-month holding period for this particular strategy and this procedure is consistent with the Fama and French's (1996) approach and recent contrarian studies. Fama and French (1996) shows that exclusion the first year following the end of the formation period generates stronger reversal findings since this procedure assists evade long-time contrarian being compensated by the short-time reversal of returns. DeBondt and Thaler (1985) documents that the first 12 months of their holding period did not provide considerable reversal profits. This table provides the descriptive statistics for 40 firm returns from January 2005 until April 2014, obtained from Datastream. The first column is the name of the firm. This is followed by the average monthly returns, the standard deviation of monthly returns, book-to-market ratios, capitalization, the "Skew" is the skewness, and the "Kurt" is the kurtosis for each firm.
Analysis of Results
Section 4.1 presents the findings of the value strategies based on long-term contrarian and book-to-market equity ratio for Qatar stock market. Section 4.2 provides the post holding results for the same strategise. Section 4.3 shows the risk-adjustment regression.
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International Journal of Business and Management Vol. 11, No. 1; 2016 Table 2 provides the average monthly holding period returns in percentages of the selling, buying, and selling minus buying portfolios of the long-term reversal strategy for 40 Qatar firms. Portfolios are constructed as follows: At the beginning of each month t, the 40 firms are sorted derived from their past J-month formation period returns for J = 36, 48, and 60 months. The long-run loser equal-weighted portfolio (LL) comprises of the 25 % of portfolios with the lowest returns, and the long-term winner equal weighted portfolio (LW) comprises of the 25 % of portfolios with the largest returns. The strategy LL-LW buying the long-run loser portfolio and sells the long-run winner portfolio to be held for K = 1, 3, 6, 9, or 12 months. The t-statistics depends on the Newey and West (1987) adjustment for autocorrelation up to lag 11. Table 2 reports result for the short (LW), long (LL), and long-short (LL-LW) long-term contrarian portfolios for various (J, K) combinations. Table 2 involves the results for formation period lengths of J = 36, 48, and 60 months. This Table provides the equal-weighted average monthly portfolio returns in percentages for K-month holding periods (K = 1, 3, 6, 9 and 12 months) in columns 3 through 7.
Value Results
Except for the J = 60 case in Table 2 , which provides weakly significant profits for most K, the long-term return contrarian results in Table 2 shows significant long-term contrarian LL-LW profits for most J = 36 to 48 months and most K. For example, for the 3-year (36-month) formation period and 6-month holding period (K = 6) case, the difference between the average monthly returns of the LL portfolio is 1.06 % per month (t-stat 2.22), which is statistically significant. In sum, the holding period returns in Table 2 give indication of a long-term return contrarian effect at the firm level. Table 3 reports the average monthly holding period returns for the buying, selling, and buying-selling portfolios of the BE/ME strategy when applied to the sample of 40 Qatar firms. Columns 2 through 6 list the equal-weighted average monthly returns in percentages for the K-month holding periods (K = 1, 3, 6, 9 and 12-month).
The result in Table 3 indicates clearly that the value strategy produces significant profits for all K holding periods. For instance, the BE/ME strategy earns a significant 1.51 per month (t-stat 3.08). In general, comparing the results in Table 3 with those in Table 2 demonstrates that the BE/ME strategy profits are always higher than the www.ccsenet.org/ijbm
International Journal of Business and Management Vol. 11, No. 1; 2016 profits of the long-term contrarian strategy. However, the two alternative measures of value still generate high levels of profitability. Table 3 provides the average monthly holding period returns in percentages of the buying, selling, and buying-selling portfolios for the BE/ME strategy applies to 40 Qatar firms. At the beginning of each month t from January 2005 to April 2014, the 40 firms are ranked based on their BE/ME, and are assigned to one of four portfolios. The high BE/ME equal-weighted portfolios (HV) comprises of the 25% of firms with the highest values, while the low BE/ME comprises of the 25% of firms with the lowest values. HV-LV refers to the buying the fourth portfolio and selling first portfolio. All reported returns are equally weighted. The strategy LL-LW longs the long-term loser portfolio and shorts the long-term winner portfolio to be held for K = 1, 3, 6, 9, or 12 months. The t-statistics are based on the Newey and West (1987) adjustment for autocorrelation up to lag 11.
Post Holding Results
As noted earlier, either long-term return contrarian strategy or BE/ME strategy provide significant contrarian profits. In this section, Table 4 and 5 presents evidence of the value strategies for 40 Qatar firms. Because these value effects may continue for longer than the holding periods used in the long-term contrarian strategy, it is useful to recognize how long the contrarian last. This part uses annual event-time returns to investigate how long such contrarian of past performances continues. The last four columns of Table 4 and 5 report event-time returns (the average annual returns for each portfolio for the four and 4-year after the formation date, respectively), together with the associated t-statistic based on the Newey and West (1987) autocorrelation adjustment up to lag 11. Table 5 wi the long-te 3.
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Intern trategy for 40 Q re sorted deriv n loser equal-w rm winner equ ategy LL-LW b years after the utocorrelation u n reversal strat o prices contin ars provide stat -time returns f Table 5 provid ignificant and t This table provides annual event time returns in percentages of the long, short, and long-short portfolios for the BE/ME strategy applies to 40 Qatar firms. At the beginning of each month t from January 2005 to April 2014, the 40 firms are ranked based on their BE/ME, and are assigned to one of four portfolios. The high BE/ME equal-weighted portfolios (HV) comprises of the 25% of firms with the highest values, while the low BE/ME comprises of the 25% of firms with the lowest values. HV-LV refers to the buying the fourth portfolio and selling first portfolio. All reported returns are equally weighted. The strategy LL-LW buys the long-run loser portfolio and sells the long-run winner portfolio to be held for the first four years following the portfolio formation date The t-statistics are based on the Newey and West (1987) correction for autocorrelation up to lag 11.
Risk Adjustment
To investigate whether the profits of the value strategies should be measured a reward for bearing risk, the profits of the value strategies are risk corrected employing the Fama-French three-factor model. The three-factor model includes a market factor, a small minus big and a value minus growth factors as follows:
Where the dependent variable Table 6 provides the three-factor regression findings for the monthly returns of the long-term return contrarian portfolios for J = 36 and K = 6 in Panel A, the BE/ME portfolios for K = 6 in Panel B. These portfolios are described in Tables 2 and 3 . The three-factor regression model is as follows:
Where R pt is the portfolio's return, R mt is the return on the market, SMB t is the Fama-French size factor, and HML t is the Fama-French book-to-market factor. The t-statistics presented in parentheses are corrected for heteroskedasticity using White's (1980) represents the risk-adjusted abnormal returns of the portfolios over the estimation period. An alpha that is significantly different from zero is evidence of abnormal profits. Regression coefficient t-values are corrected for heteroskedasticity using White's (1980) test. Table 6 presents the estimated regression coefficients and the associated t-values for the long, short and long-short portfolios for the two value strategies with six-month holding periods (K = 6). The alphas of the three value zero-cost portfolios (LL-LW and HV-LV, respectively) in Panel A and B are small (0.005% and -0.001% per month) and insignificant (t-stat 1.24 and 0.64, respectively). Clearly, the results show that there is an inter-firm value effect that can be explained by the Fama-French three-factor model.
Summary and Conclusions
This study has examined whether there is a value effect across Qatar firms. Two measures have been used to test inter-firm value effect. Long-term contrarian of firm returns using contrarian strategies with long formation period lengths (36, 48 and 60 months) and book-to-market ratio. This paper answers this question in the affirmative. The result of this study finds a significant inter-firm value effect that is highly consistent across two measures of value. This finding shows that it is possible to predict the future performance of firms that have extreme ratios of in past long-term returns or have experienced extremes ratios of book-to-market equity.
The returns of the firm-level value strategies can be explained by the Fama-French three-factor model and this finding confirms the Fama and French's (1996) findings. This means that the value effect at the industry level is driving from changing fundamentals for the firms. these results reveal that it is potential to forecast the future performance of stocks that have experienced extreme in past long-run returns and extreme ratios of book-to-market equity. such predictability in firms returns has vital implications for researchers, investors and fund managers. For fund manager, they should consider whether the stocks that they invest either based on book-to-market equity ratio or in long-term contrarian return. for instance, should they remain invested in stocks in firms which the extreme book-to-market ratio or long-term contrarian strategies of this paper propose will underperform in the present years.
